began selling key blanks on his bicycle. Aaron M. Fish was a 
true peddler. He founded Unican Security Systems Ltd. in 1964. 


Today, operating worldwide as the UNICAN Group, the 
Company manufactures and sells key blanks, key cutting 
machines, mechanical pushbutton locks (Unican's first 
product), electronic access control systems, safe and vault 
locks, and specialized hardware for a broad range of industries. 


The Company operates through subsidiaries and affiliates in 
Canada, the United States, Italy, and 13 other countries. Unican 
employs more than 3,800 people, and its products are sold in 
over 150 countries to customers that include original equipment 
manufacturers, locksmith suppliers, the automotive industry, 
governments, hotels, and hardware stores. 


Through internal growth, acquisitions, and international 
expansion, sales have increased from $180,000 in 1964 to 
more than $475 million in 1999. 


In 1 949, a seventeen-year-old 
entrepreneur with a dream 


began selling key blanks on his bicycle. 
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sales and net earnings 


Seven Year Comparison 
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Net Earnings 


operating summary 


(Thousands of Canadian Dollars Except per Share Information and Ratios) 


Seven Year Comparison 


All share and per share amounts have been restated to reflect the two-for-one stock split on December 29, 1995. 


1999 1998 1997 1996 1995 1994 1993 
Summary of Operations = . : 
Net sales — -$ 477,523 $ 400,362 $303,256 $240,068 $199,101 $169,976 $ 143,917 
Gross margin 167,163 139,771 97,022 78,111 66,416 54,944 42,273 
‘Selling and administrative | 
a expenses 96,758 84,682 62,152 45,136 37,672 32,960 26,122 
Research and development 
__ expenses, net 8,507 9,073 5,907 3,637 2,820 2,582 1,491 
Financial, foreign exchange 
and other expenses, net 7,401 7,665 3,587 2,069 2,340 (1,167) 2,073 
Net earnings before - 
- reorganization expenses 30,430 22,750 15,255 17,807 14,360 13,696 8,108 
Net earnings 25,400 22,750 15,255 17,807 14,360 13,696 8,108 
Earnings per share before 
. reorganization expenses 1.47 1.18 0.82 1.03 0.85 0.81 0.54 
Earnings per share 1.22 1.18 0.82 1.03 0.85 0.81 0.54 
Fully diluted earnings per share ‘1.21 1.16 0.80 0.99 0.82 0.79 0.52 
Financial Position 
Working capital $ 142,357 $154,987 $ 63,106 $ 86,080 $ 61,847 $ 54,586 $ 49,538 
Property, plant and 
- equipment 169,877 136,639 119,875 60,964 51,684 39,436 35,410 
Total assets 508,126 437,933 380,328 197,765 155,910 131,185 113,618 
Long-term debt and 
long-term service leave 117,483 113,854 58,547 18,423 21,924 19,346 20,718 
% of total capitalization 30.8 33.1 25.8 12.7 19.4 20.0 24.3 
Shareholders’ equity 263,406 230,169 168,266 126,980 91,241 71,599 64,712 
Return on equity (%) 10.3 12.5 10.9 17.1 17.0 19.2 16.8 
Other Data 
Weighted average shares 
outstanding 20,753 19,343 18,575 Ayo 12 16,966 16,886 15,126 
Dividends paid S$ 2205 S$ 1938) & 1803 $1584 (S133) S$. 1126. S$ 825 
Per share— Class A 0.095 0.085 0.085 0.08 0.07 0.06 0.05 
— Class B 0.114 0.102 0.102 0.096 0.084 0.072 0.06 
Additions to property, 
plant and equipment 22,059 20,581 19,931 12,690 17,527 11,134 4,951 
Amortization 25,239 20,112 13,614 9,162 7,848 7,555 7,524 


chairman's message 


Unican's success is based on a history of strategic focus. From 
inception in 1964 and our first public offering of shares in 1967, 
our passion for locks and keys has not diminished. 
Geographically, the majority of our sales and profits come out of 
North America. With 38 locations worldwide, 41% of our 
revenues are generated internationally. Our success Is driven by 
a large group of hard-working, dedicated people who share my 


passion for this important industry. 


We are committed to building on our past successes. 


To our Customers, Employees, and Shareholders 


l am delighted to report that the Unican Group has had an exceptional 1999 fiscal year. 
Sales increased by $77 million over our previous fiscal year. More than 60% of the 
increase came from internal growth and the balance was a result of the acquisitions of 
International Security Products, Inc. (Lori) in the US, Elzett in Hungary, Alba in Mexico, and 
Mauer in Germany. These acquisitions took place from July 1, 1998 to December 31, 1998 
and are performing well. 


A $5 million charge to earnings titled “Reorganization Expenses” is included in this 
year’s results. This item specifically relates to the cost of reducing Kromer’s 
workforce. Kromer, a safe lock business in Germany, was acquired in 1997 for less 
than $0.5 million. At that time, we anticipated that there may be some cost to 
reorganize the Kromer product range and workforce. The Mauer acquisition in 
December 1998 created an overlap with Kromer’s products and this, combined with 
the process of rationalization, rendered it necessary to reduce Kromer’s workforce 
by 50%. Previously, Kromer lost money. With the recent reorganization, it is now a 
profitable division. 


Research and development expenses at $8.5 million are approximately the same as the 
previous year. Of significance, we are near completion of numerous new electronic 
products and systems, some of which have been in development for three years. 


Organizationally, events forced a dramatic change in our conventional thinking. Unican 
Security Systems Ltd. is a holding company with subsidiaries worldwide. In a period of 
24 months, the number of employees in Europe increased by 1,000. With 1,100 
employees in Canada and 1,300 employees in the US, it became abundantly clear that 
each market should have its own Senior Executive. The departure of Maurice Andrien, 
formerly COO of the Unican Group, created the opportunity for three senior individuals 


From left to right: 
Massimo Bianchi, 
Nelson Gentiletti, 
Aaron M. Fish, 
Stanley S. Mazoff, 
and Frank Belflower 


already in place to assume full responsibility for their respective markets. Each Senior 
Manager in his respective area of responsibility is sharing his expertise and guiding his 
prospective successor for a smooth transition should the need arise. 


The organization is flatter and leaner. Senior Managers now function on a one to one 
basis, a far more efficient format than the former structure. 


The four senior individuals reporting to the Chairman are 


Frank Belflower, age 46, with the Company for 21 years, responsible 
for U.S. operations representing sales in excess of $200 million. 


Massimo Bianchi, age 40, with SILCA S.p.A. for 22 years, 
responsible for European Operations representing sales in excess 
of $140 million. 


Nelson Gentiletti, age 38, with the Company for 2 years, responsible 
for overall finance and administration functions. 


Stan Mazoff, age 52, with the Company for 20 years, responsible 
for Canadian and International operations representing sales 
exceeding $130 million. 


| am happy to welcome a new Director to our Board. 


Marie-France Poulin—Executive Vice President of MAAX Inc., one 
of the leading bathroom fixture, kitchen, and spa manufacturers in 
North America. Ms. Poulin brings a solid background in strategic 
planning and manufacturing. 


In addition, we will propose the nomination of Lawrence Tapp to our Board of Directors 
at the Annual Shareholder’s meeting in December 1999. 


Mr. Tapp—Dean of the Richard Ivey School of Business at the 
University of Western Ontario, and himself an entrepreneur before 
entering the world of academia—is currently a board member of 
several large companies and will add a new dimension to our Board. 


George Villwock, a Director of Unican since 1993, will not stand for re-election. | take 
this opportunity, on behalf of the Board, to thank George for his valuable input, insight 
into our industry, unselfish devotion to customers, and his sense of humour, all of 
which we will miss. 


Looking forward, the Unican Group will continually upgrade the Management Group, 
revitalize the Board of Directors, and invest in training our employees, distributors, and 
customers. We will continue to meet the new challenges brought forth with the high-tech 
culture of the new millennium. 


The Unican Group has the luxury of being a world leader in all of its mechanical products 
and the privilege of developing the broadest range of electronic locking systems using 
the latest technology in the industry. 


At the September 16, 1999 meeting, our solid financial base allowed the Board of 
Directors to vote in favour of an increase in dividends of 21%. 


| take this opportunity to thank our many customers, suppliers, employees, and you, our 
shareholders, for your support through the year. 


Respectfully submitted, 


Ghee a 


Aaron M. Fish 
Chairman and Chief Executive Officer 


as 


financial operations report 


Nelson Gentiletti 
Senior Vice President, 
Finance and Administration 


The key to managing a successful company is to have a score card that measures 
performance accurately and in a timely manner. During my two years at Unican, | have 
spent a great deal of time with our senior management putting in place the people, 
discipline, and systems to achieve this objective. Unican now has a solid infrastructure 
to sustain its future growth. 


The focus for the next two years is to enhance cash flow from existing operations so that 
the money can be reinvested for business expansion. One emphasis will be towards 
improving management of working capital by increasing inventory turnover and reducing 
our days outstanding on accounts receivable. We will also work on selling several real estate 
assets which will become vacant as a result of the reorganization of our Italian 
manufacturing operations. We have also recently added a full-time in-house tax person. This 
will help us reduce our effective tax rate over the next two years. 


As a group, we have targeted between $7 and $10 million as the amount of additional 
cash we will generate during fiscal 2000 from the initiatives noted above. To focus senior 
management's attention on this matter, part of their compensation will be determined 
based on the achievement of our cash flow objectives. 


Overall, the aim is to achieve a return on equity of 15% and return on assets of 8% over 
the next two to three years. 


Fiscal 1999 was a good year as you will see in the comments made in our 
“Management's Discussion and Analysis.” Our objective for fiscal 2000 is to sustain our 
internal earnings growth by 12 to 18%. We have all the ingredients to achieve this goal. 


fi sin 


Nelson Gentiletti 
Senior Vice President, 
Finance and Administration 


Frank Belflower 
Senior Vice President, 
US Operations 


Atter last year’s results, the Chairman 
asked, “What are we going to do for 
an encore?” 


In response, we will continue to gain 

from internal operating efficiencies as a 
result of new and existing programs: brass mill productivity, a second high volume 
in-line key manufacturing cell, robotics, and other automation. Also, the addition of 
many new products will fuel growth: the 3100 Series narrow-style and 8100 Series 
mortise pushbutton locks, 515 Series electronic safe combination lock, Performance 
Series key machines, and the new Unocode electronic code cutting machine. All of 
these products are in varying stages of introduction. 


This year will be our first full year with a combined distributor sales force for 
mechanical and stand-alone electronic access controls, giving them a full line of 
access control products to offer our customers. As a model, the US government, a 
mechanical pushbutton lock customer for more than 30 years, recently installed both 
electronic mag-stripe and electronic pushbutton locks in addition to our mechanical 


versions. Selling a complete program will accelerate growth in sales of mechanical 
and electronic products. 


Transponder keys and key control products will continue to heavily influence the key 
blank market. In cooperation with Silca, we intend to remain at the leading edge of 
transponder technology. We have also released the Lori patented key control cylinder 
line, giving our distributors a replacement cylinder line with new patent protection. 


During the past year, we implemented new order entry and inventory software. One of our 
top priorities for the next year is to find better ways to utilize these systems while providing 
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our customers with more information and 
improved deliveries, generally making it easier for 
them to do business with us. 


Building on our ISO 9001 certification from 1997, 
training in both OS 9000 and Six Sigma will 
begin this year. To maintain and build our OEM 
business, we must continue to improve in the 
areas of dimensional quality and delivery. 


The recent floods in Eastern North Carolina due 
to Hurricane Floyd, while resulting in no damage 
to our factory in Rocky Mount, caused much 
human suffering. This disaster has demonstrated 
that, not only do we have team-minded people 
who will aid fellow Unican Group employees in 
need, but we also have resilient employees who 
will face adversity and overcome it. 


Unican is made up of great people who will 
ensure we stay on track successfully in the 
new millennium. 


Grete Eebllpe~ 


Frank Belflower 
Senior Vice President, 
US Operations 


The new 8100 Series mechanical 
pushbutton lock is equipped with 
a heavy-duty mortise deadbolt, 
expanding the range of applications 
for this popular product. 


This new LORI L-10 cylinder is the 


first of four patented key systems 
that allow strict key control in 
mechanical lock applications. 


Massimo Bianchi 
Executive Vice President, 
European Operations 


Before joining the Unican Group, Silca was a Bianchi family-owned company with a 
history of key making for more than 230 years. Two years into the merger with Unican, 
Silca is now the center of European operations. 


Silca is the leader in Europe due to the synergies derived from four main factors: 
high-quality standards for our keys; a wide range of products; know-how in the 
design and production of mechanical and electronic key duplicating and originating 
machines; a specialized worldwide distribution network for all products. 


Our strategic view for the future is to continually strengthen Unican’s market position to 
face Continental Europe’s players in the key and security business areas. 


Internally, we intend to achieve this result by focusing our efforts on the OEM business 
and, at the same time, by involving our company-owned distribution network in the 
promotion of Unican security devices such as pushbutton locks, electronic access 
controls, and safe locks. We expect to gain significant ground through strategic 
acquisitions in the security industry, both mechanical and electronic. 


OEM market sales are growing, confirmed by an increase of 25% per annum over the last 
four years. We intend to increase this positive trend by consolidating our efforts and 
developing more intense relationships with all major European industrial groups. At the 
same time, we will expand our core business by purchasing or establishing companies 
throughout the world that are involved in the key and key cutting machine business. 


We plan to expand Unican's mechanical and electronic access control business by 
penetrating each national market with new products specifically designed for that market. 
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Our most ambitious goal is to become the market 
leader in the safe lock business. This goal can 
only be obtained by coordinating Unican Group 
efforts on a European and worldwide level and by 
organizing action plans for each market. 


The increased use of electronics and advanced 
technology in the development of new products 
and new manufacturing techniques will enable 
us to sustain our growth into the future. In 
order to meet this challenge and maintain a 
competitive advantage, we will continue to 
invest heavily in research and development and 
product innovation. 


We expect the positive trend registered in 
Europe during the past year to continue. 


Massimo Bianchi 


Executive Vice President, 
European Operations 


Made in Switzerland by Relhor, the 
Misal 3000 is the first high-security 
electronic time lock featuring tem- 
perature and seismic sensors. This 
sophisticated unit offers remote 
functions for programming, servicing 
and technical support using a 
telephone line and modem. 


The Unocode 399 is an electronic key 
machine from Silca in Italy, just one 
of an entire range of advanced 
machines with sophisticated 
feautures like on-board computers 
for key blank data management. 


The Code-Combi B electronic 
combination lock, manufactured in 
Germany by Mauer, offers the 
highest security with more than 100 
million available codes. 
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operations report 


Stanley S. Mazoff 

Senior Vice President, 
Canadian and International 
Operations 


Canadian Operations 


Sales of the Unican Electronics Division 
were slightly below expectations largely 
as a result of economic turmoil in Asia 
and South America. However, our strong 
performance in Europe compensated for a 
portion of the sales deficit. 


During the 1999 fiscal year, our expansion into the commercial market with specially 
designed electronic locks began to make an impact on sales. Our initial successes have 
been in the institutional and government sectors: university campuses, banks, and 
military bases around the world. 


During fiscal 2000, we will launch a record number of new products including the 
Solitaire 850L LearnLok. The LearnLok is an electronic lock that is simple to install and 
program and it does not require a computer. 


Our Capitol Division is a major supplier of lock components as well as an important 
supplier to the furniture industry in the US. This division exceeded its objectives both in 
terms of sales and operating profit. 


The SF2E group, headquartered in France, had an exceptional year. This was a result of 
strong sales of hotel check-in/check-out kiosks and a successful launch of conventional 
electronic access control products in Europe. 


International Operations 


Fiscal 1999 was a busy year for international operations. Two representative sales offices 
were opened in China, one located in Beijing and the other in Shanghai. These offices are 
generating good business for our products. 


During this fiscal year, we acquired an existing distributor in Sao Paulo, Brazil. It is our 
intention to expand on this presence by building a full-fledged key manufacturing, 
distribution operation, and electronic product support organization within the next 24 months. 
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Under the umbrella of our Australian group, a 
sales office was opened in Singapore. Positive 
results are emerging in Singapore, Indonesia, 
Malaysia, and neighboring countries as a result 
of our physical presence. 


In December 1998, we acquired Productos 
Metalicos Alba, Mexico’s largest key blank 
manufacturer. This acquisition provides a good 
foundation for increased activities in the region, 
including sales distribution and low-cost 
production. We are now in the process of 
expanding our facilities in Mexico. 


In North America, the following statement rings 
true, “Sometime today, you will use a Unican 
Group key, lock, or system.” We are doing our 
part to make this a worldwide phenomenon. 


Stanley S. Mazoff 
Senior Vice President, 
Canadian and International Operations 


International Operations 
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The Solitaire 850L Series stand- 
alone electronic lock is equipped 
with Unican's innovative LearnLok 
technology. Designed for use in 
small facilities, the lock is 
programmed without a computer 
using a set of pre-programmed 
magnetic-stripe cards. 
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management's discussion 


and analysis 


Results of Operations 


The 1999 fiscal year was exceptional, both financially and operationally. The Company continued 
its program of launching new products and enhancing the profitability of its existing business. In 
addition, the Company continued to make strategic acquisitions in major market segments to 
expand its line of products and its geographical scope. 


Sales for the year ended June 30, 1999 were $477.5 million compared to $400.4 million for the same 
period last year, a 19.3% increase. Internal growth contributed in excess of 60% to the increase in sales. 


Gross margin for the year ended June 30, 1999 was $167.1 million compared to $139.8 million for 
the same period last year, a 19.5% increase. Selling and administrative expenses amounted to 
$96.8 million or 20.3% of sales compared to $84.7 million or 21.2% of sales in the prior year. The 
Company continued its strong investment in research and development, these expenditures 
amounted to $8.5 million in fiscal 1999 compared to $9.1 million in the prior year. 


Earnings before interest, taxes, and amortization (EBITDA) for the year ended June 30, 1999 
amounted to $80.1 million or 16.8% of sales compared to $64.9 million or 16.2% of sales for the 
same period last year, an increase of 23.4%. 


During the year, the Company recorded a reorganization expense of $5 million to rationalize its 
European safe lock business following the acquisition of the Mauer group of companies in Germany. 
The one-time reorganization expense related mainly to severance costs for 65 employees. Excluding 
the reorganization expenses, EBITDA for the year ended June 30, 1999 was $85.1 million or 17.8% of 
sales compared to $64.9 million or 16.2% of sales for the same period last year, an increase of 31.1%. 


Sales by Product Line 
% 1998 comparison 


27.8% Access Control 34.3% 
47.7% Keys & Key Machines 44.7% 


6.0% Brass Cylinders 3.5% 


5.9% Contract Hardware 7.4 


5.1% Safe & Vault Locks 3.6% 
7.5% Other 6.5% 


Geographic Distribution of Sales 
% 1998 comparison 


6.9% Canada 6.4% 


52.3% US 54.2% 


31.4% Europe 29.6% 


9.4% Other 9.8% 


Net earnings for the year ended June 30, 1999 were $25.4 million compared to $22.8 million for the 
same period last year, an 11.4% increase. Excluding the reorganization expense, net earnings 
increased by 33.3%. 


Earnings per share for the year ended June 30, 1999 were $1.22 compared to $1.18 for the same 
period last year, a 3.4% increase. Excluding reorganization expenses, earnings per share were 
$1.47, an increase of 24.6% over last year. 


Canadian Operations 


Sales of the Canadian operations, which consist mainly of electronic access control products and 
furniture hardware products, grew to $102.4 million for the year ended June 30, 1999 compared 
to $91.4 million in the prior year, an increase of 12%. The Segment’s operating profit grew an 
impressive 204% from $1.6 million in the prior year to $4.8 million for the most recently 
completed year, due mainly to strong sales growth in our furniture hardware and our hotel 
check-in/check-out kiosk business in France. Part of the improvement on profit is attributable to 
a weaker Canadian dollar compared to the US currency during the year ended June 30, 1999, 
since approximately 50% of the Segment’s sales are made in the US market. Sales and profits of 
electronic access control products continued to show good growth, although profits were well 
below expectations. The economic turmoil in Asia and South America reduced demand for hotel 
locks in these markets; however, demand remained strong in North America and Europe. We 
anticipate that much of the growth in this Segment will come from the larger and more 
profitable commercial market as opposed to the hospitality market. With this in mind, we have 
developed several new products for the commercial market including the electronic pushbutton 
lock introduced six months ago, the Solitaire LearnLok and the SolitairePROX lock, all of which 
are expected to have tremendous market appeal. 


US Operations 


Sales of the US operations, consisting mainly of keys and key cutting machines, mechanical 
pushbutton locks, safe locks, and replacement cylinders, grew to $211.9 million for the year ended 
June 30, 1999 compared to $173.4 million in the prior year, an increase of 22.2%. The Segment'’s 
operating profit grew by 33.3% from $33.6 million in the prior year to $44.8 million for the most 
recently completed year. The key and key cutting machine market continued to show strong growth 
and we have focused our efforts on becoming the preferred supplier to lock companies as well as 
locksmith supply distributors. Following the acquisition of International Security Products, Inc. (Lori) 
on July 1, 1998, we have successfully integrated this operation and are now able to offer patented 
key control replacement cylinders as part of our line of products. 


During the past few months, we have launched several new mechanical pushbutton locks, 
broadening our already large range of these products. In addition we expect to achieve good 
growth from our safe lock business, stemming from several new products including the 515 Series 


electronic safe combination lock. 


European Operations 


Sales of the European operations grew to $143.4 million for the year ended June 30, 1999 
compared to $123.4 million in the prior year, an increase of 16.2%. Sales of keys and key cutting 
machines represent approximately 78% of this Segment’s sales, while sales of safe and vault 
locks as well as balancers account for another 13%. The European operations distribute their 
products in the Middle East and Asia. They distribute the Unican Group's full product range 
throughout Europe. The Segment'’s operating profit grew by 7.8% from $16.6 million in the prior 
year to $17.9 million for the most recently completed year. The key and key cutting machine 
business continued to perform very well with our sales to OEM customers increasing by 25%. 
The Company continued to broaden its coverage of these products in all markets. The weak 
market was Russia where the economic crisis reduced expected sales in this market to near zero. 


During the year, the Company completed two strategic acquisitions in Europe. The first was 
Elzett Safety Technology Co. in December 1998, a Hungarian manufacturer of replacement 
cylinders, locks, and keys. This acquisition will allow the Company to continue to expand its 
presence in Eastern Europe and will also provide a base for low-cost manufacturing. We have 
started the rationalization of our three Italian manufacturing locations and will concentrate our 
efforts on one manufacturing location in Italy and another in Hungary. This rationalization will 
be completed by the end of the second quarter of fiscal 2000. 


The second acquisition, also in December 1998, was of the Mauer group of companies, a German 
manufacturer of safe and vault locks, boltworks, and specialty combination locks. This acquisition 
allowed the Company to restructure its existing safe lock manufacturers in Germany and 
Switzerland. As mentioned previously, a one-time restructuring cost of $5 million was recorded in 
fiscal 1999, relating mainly to severance costs for some 65 employees in Germany. The Mauer 
acquisition and the ensuing restructuring activities had two important beneficial aspects. Primarily, 
the breadth of the Company's line of safe and vault locks was increased, making it the world leader 
in scope of products and technology in this area. Secondly, a product line that had traditionally 
been marginal for the Company was transformed into a profitable area. 


International Operations 


Sales of the International operations grew to $19.8 million for the year ended June 30, 1999 
compared to $12 million in the prior year, an increase of 65%. This Segment includes the 
Company’s distribution operations in Mexico, Brazil, Australia, New Zealand, China, and 
Singapore. In December 1998, we completed the acquisition of Productos Metalicos Alba S.A. de 
C.V. (Alba), Mexico’s largest key blank manufacturer. Much of the Segment's sales increase relates 
to this acquisition. The Segment’s operating profit grew from $0.1 million in the prior year to $1.1 
million for the most recently completed year. We are building the infrastructures to take advantage 
of growth opportunities in South America and Asia. We now own a distribution operation in Brazil, 
which will serve as a foothold in South America. We have also opened offices in Beijing and 
Shanghai, China, and we believe the future is bright in the Asian market. 


Liquidity and Capital Resources 


The Company's balance sheet remains strong. Working capital amounted to $142.4 million at June 
30, 1999 compared to $155 million one year earlier. The current ratio also remained strong at 2.3:1 
at June 30, 1999 compared to 2.9:1 one year earlier. The reduction in working capital is mainly 
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of $5 million in 1999 


attributable to the use of cash on hand to finance the Company's several acquisitions during the 
year. The Company continued its focus on better managing its accounts receivable and inventory 
levels and some improvements have been achieved. Inventory turnover increased to 2.7 from 2.4 
for the most recently completed fiscal year. More modest gains have been achieved in days sales 
outstanding. Still, more needs to be done to collect receivables faster and reduce inventories, a 
high priority for management in fiscal 2000. Cash flow from operations, after changes in non-cash 
operating elements of working capital, amounted to $38.6 million for the year ended June 30, 1999 
compared to $41.5 million in the prior year. Excluding the reorganization expenses of $5 million, 
operating cash flow improved by 5.1% in fiscal 1999. 


The Company’s total net debt to shareholder’s equity increased to 0.47:1 at June 30, 1999 
compared to 0.38:1 in the prior year, mainly as a result of the various acquisitions completed 
during the year. The Company also issued 172,728 Class B subordinated voting shares for 
proceeds of $6.1 million to finance its acquisitions. 


The Company spent $22.1 million in additions to property, plant and equipment for the year ended 
June 30, 1999 compared to $20.6 million in the prior year. This is approximately equal to the 
Company's amortization of property, plant, and equipment of $21.9 million. The majority of these 
investments were made to acquire or upgrade the Company’s manufacturing assets and its data 
processing equipment. The Company intends to continue to invest at a similar pace to improve 
product quality, productivity, and profitability. 


Risk Management 


The Company has financial exposure with regard to purchased commodities (principally zinc and 
copper) as well as currency and interest rates. The Company manages part of its financial exposure 
by using a variety of hedging instruments. These instruments are used solely for hedging purposes 
and are related to the Company’s specific exposures and they are not for speculative purposes. 


Year 2000 Issue 


The Year 2000 issue arises because many computerized systems use two digits rather than four to 
identify a year. Date-sensitive systems may not recognize the year 2000 as such, thereby resulting 


in errors or system failures when information using year 2000 dates is processed. 


The Company has conducted a comprehensive review of its computer systems, its products, its 
manufacturing equipment, and its suppliers to identify systems that could be impacted by the 
Year 2000 issue. We believe that the Year 2000 issue will not pose any significant operational 
problems for the Company. All non-compliant systems have now been replaced. Most of our 
products have been certified as Year 2000 compliant, and upgrades are available for the few 
products that are not compliant. It should be noted that the majority of the Company's sales 
involve mechanical security products that do not use computer chips. 


While the Company's strategy includes contingency plans to address unforeseen problems in an 
effort to minimize the impact on our operations, it is not possible to be certain that all aspects of 
the Year 2000 issue affecting the Company, including those related to the efforts of our customers, 
suppliers, or other third parties, will be fully resolved. Costs attributable to the purchase of new 
software and hardware have been capitalized. All other remedial costs associated with the Year 
2000 issue have been expensed as incurred. These costs have not had a material effect on the net 


earnings of the Company. 


management's responsibility 


for financial statements 


The accompanying consolidated financial statements of Unican Security Systems Ltd. 
and its subsidiary companies and all information in this annual report are the 
responsibility of management and have been approved by the Board of Directors. 


The consolidated financial statements have been prepared by management in 
accordance with Canadian generally accepted accounting principles. These statements 
include some amounts based on the best estimates and judgements of management 
and, in their opinion, fairly represent the Corporation’s financial position, results of 
operations, and changes in financial position. 


The reliability of the financial information is determined from the Corporation’s 
accounting records and related systems of internal controls. The systems of internal 
controls include policies and procedures which are designed to provide reasonable 
assurance that the assets are safeguarded and reliable financial records are maintained. 


The Board of Directors carries out its responsibility for the financial statements in this 
annual report principally through its Audit Committee. The Audit Committee meets with 
management and the external auditors to review any significant accounting and audit 
matters and to discuss the results of the audit examinations. The Audit Committee also 
reviews the financial statements and the auditors’ report thereon and recommends their 
approval by the Board of Directors. 


The consolidated financial statements have been audited by the shareholders’ auditors 
Richter, Usher & Vineberg, and their report follows. 


Nelson Gentiletti Aaron M. Fish 


Senior Vice President, Chairman 


Finance and Administration and Chief Executive Officer 


auditors’ report 


To the Shareholders of 
Unican Security Systems Ltd. 


W. have audited the consolidated balance sheets of Unican Security Systems Ltd. as 
at June 30, 1999 and June 30, 1998 and the consolidated statements of earnings, retained 
earnings, and changes in financial position for each of the years then ended. These 
financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable 
assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Company as at June 30, 1999 and June 30, 1998 
and the results of its operations and the changes in its financial position for each of the 
years then ended in accordance with generally accepted accounting principles. 


Richter, Usher & Vineberg 
General Partnership 
Chartered Accountants 


Montreal, Quebec 
September 13, 1999 


unIcAN 
1999 1998 
Assets 
Current 
Cash $ 19,079 $ 32,647 
Accounts receivable 111,051 89,549 
Inventories (note 4) 119,868 110,597 
Prepaid expenses and deposits 3,848 5,631 
253,846 238,424 
Property, Plant and Equipment (note 5) 169,877 136,639 
Goodwill 74,215 56,220 
Other Assets (note 6) 10,188 6,650 
$ 508,126 $ AST oe 
Liabilities 
Current 
Bank indebtedness (note 7) $ 16,119 $ 3,854 
Accounts payable and accrued liabilities 73,250 62,505 
Income taxes payable 5,241 6,882 
Current portion of long-term debt 16,879 10,196 
111,489 83,437 
Long-Term Debt (note 8) 110,084 106,346 
Long-Term Service Leave (note 9) 7,399 7,508 
Other Non-Current Liabilities 7,850 4,056 
Deferred Income Taxes 7,286 5,590 
Non-Controlling Interest 612 827 
244,720 207,764 
Contingency and Commitment (note 10) 
Shareholders’ Equity 
Capital Stock (note 11) 122,795 115,743 
Equity Component of Balance of Purchase Price Payable 3,171 2,072 
Excess of Appraised Value of Property, Plant and 
Equipment Over Cost 398 413 
Retained Earnings 134,796 111,646 
Currency Translation Adjustment (note 13) 2,246 290 
263,406 230,169 
$ 508,126 $ 437,933 


See accompanying notes 
Approved on Behalf of the Board: 


Cae 


Aaron M. Fish 
Director 


Peter M. Blaikie 
Director 


onsolidated Statement of Retained Earnings 
yr the Year Ended June 30, 1999 
yousands of Canadian Dollars) 


1999 1998 
Balance - Beginning of Year $ 111,646 $ 91,826 
Net earnings 25,400 22,750 
Transfer from excess of appraised value of property, 
plant and equipment over cost 15 1s 
137,061 114,591 
Dividends 2,265 1,933 
Expenses related to the issue of Class B subordinate 
voting shares, net of income taxes of $485 — 1,007 
2,265 2,945 
Balance — End of Year $ 134,796 $ 111,646 
See accompanying notes 
Consolidated Statement of Earnings 
For the Year Ended June 30, 1999 
(Thousands of Canadian Dollars, except earnings per share) 
1999 1998 
Sales $ 477,523 $ 400,362 
Cost of Sales and Expenses 
except the following — 383,885 326,368 
Amortization of property, plant and equipment 21,885 V1 UNZ 
Amortization of goodwill and other assets 3,354 2,400 
Interest on long-term debt 7,226 4,877 
Other interest 823 DITO 
Research and development, net of government 
assistance of $1,550 (1998 - $1,100) 8,507 9,073 
425,680 363,200 
Earnings Before Income Taxes, Non-Controlling 
Interest and Reorganization Expenses 51,843 ST, G2 
Reorganization expenses (note 14) 5,030 — 
Earnings Before Income Taxes and Non-Controlling Interest 46,813 37,162 
Income taxes (note 15) 
Current 19,948 13,366 
Deferred 1,427 987 
21,375 14,353 
Earnings Before Non-Controlling Interest 25,438 22,809 
Non-controlling interest 38 59 
Net Earnings $ 25,400 $ 220 
Earnings per share $ 1.22 $ 1.18 
Fully diluted earnings per share $ 1.21 $ 1.16 


See accompanying notes 


fy olidated St t ¢ yes in ncial Position 


Sor the Year Ended June 3 unIcAnN 
(Thousands of Canadian Dollars) 
1999 1998 
Funds Provided By (used in) 
Operating Activities 
Net earnings $ 25,400 $ 22,750 
Amortization 25,239 20,112 
Gain on disposals of property, plant and equipment (363) (255) 
Deferred income taxes 1,427 987 
Deferred pension gain (826) (670) 
Non-controlling interest 38 59 
50,915 42,983 
Changes in non-cash operating elements 
of working capital (12,304) (1,525) 
38,611 41,458 
Financing Activities 
Increase in long-term debt 18,843 87,/03 
Repayment of long-term debt (16,544) (47,870) 
Increase in long-term service leave 1,037 2,363 
Payment of long-term service leave (303) (812) 
Issue of Class B shares related to an acquisition 6,111 585 
Issue of Class B shares 941 37,669 
Increase in other non-current liabilities 1,170 —_ 
Balance of purchase price payable 1,576 = 
Equity component of balance of purchase price payable 1,438 22072. 
Share issue costs, net of income taxes of $485 _ (1,007) 
Dividends (2,265) (1,938) 
12,004 78,765 
Investing Activities 
Additions to property, plant and equipment (22,059) (20,581) 
Disposals of property, plant and equipment 3,160 1-234 
Business acquisitions, net of bank indebtedness 
assumed and cash acquired (56,523) (16,678) 
Acquisition of additional interest in subsidiary company (803) == 
Deposit on business acquisition _ 4,071 
Increase in other assets (3,119) (3,415) 
Other 23 240 
Currency translation adjustment 2,873 196 
(76,448) (34,933) 
Increase (Decrease) in Cash and Cash Equivalents (25,833) 85,290 
Cash and Cash Equivalents — Beginning of Year 28,793 (56,497) 
Cash and Cash Equivalents - End of Year $ 2,960 $ 28,793 


Cash and cash equivalents are represented by cash and bank indebtedness. 


See accompanying notes 


tes to Consolidated Financial Statements 
e 30, 1999 


usands of Canadian Dollars) 


1. Nature of Business 


The Company is a leading global supplier of electronic access control products for both the 
hospitality and commercial sectors, as well as mechanical and electronic security products for the 
safe and vault industry. The Company is a world leading supplier of key blanks, key cutting 
equipment and mechanical pushbutton locks. 


2: Summary of Significant Accounting Policies 


Basis of Consolidation 

The consolidated financial statements, which are prepared in accordance with generally accepted 
accounting principles in Canada, include the accounts of the Company and its subsidiaries. On 
consolidation, all intercompany transactions and balances have been eliminated. 


Investments 
The equity method of accounting is used to account for the investments in which the Company 
exercises significant influence. Other investments are carried at cost. 


Valuation of Inventories 
Inventories are stated at the lower of cost (first-in, first-out method) and net realizable value. 


Deferred Income Taxes 

Income taxes are provided for all items included in the statement of earnings regardless of the 
period when such Items are reported for income tax purposes. No adjustment is made to deferred 
income tax accounts for changes in income tax rates. 


Pensions 

Pension benefit obligations are determined by independent actuaries using management's best 
estimate assumptions and the accrued benefit method. Current service costs are charged to 
operations as they accrue. Adjustments arising from plan amendments, changes in assumptions, 
experience gains and losses and the difference between the actuarial present value of accrued 
pension benefit obligations and the value of pension fund assets are deferred and amortized on 
a straight-line basis over the expected average remaining service lives of the employee groups. 


Amortization 

The annual amortization rates adopted by the Company on the straight-line method are: 
YUN Ce fl ake sigs aeee tua dusuadeaansetion tuuact diobonesscadacdeudoepegeebuececooceuteounaocke 2 1/2% - 5% 
Machiniehy-and equipment ..ccscm ete cree cuetencenre socnteeace” 10% - 20% 
PATENTS Rater senmrece ec Ree Totes ee ne arama ee SEL nE e URE PERERA R cvire 5% - 20% 
Deferred financing costs .............. over the terms of the related debt 

Goodwill 


Goodwill represents the excess of the cost of investments over the fair value of assets acquired 
and is being amortized over seven to forty years. The Company evaluates the carrying value of 
goodwill for possible impairment in value on a regular basis. Goodwill will be written down to its 
estimated net recoverable amount should there be a permanent decline in its value. 


Excess of Appraised Value of Property, Plant and Equipment Over Cost 

The excess of appraised value of property, plant and equipment over cost arising from the 
appraisal of one of the Company's properties in 1979 is reduced by annual transfers made to 
retained earnings as the property is amortized. 


UNnICAN 


(Thousands of Canadian Dollars) 


2: Summary of Significant Accounting Policies (cont'd) 


Foreign Currency Translation 
Foreign operations are all considered self sustaining and have been translated into Canadian 


dollars as follows: 
Assets and liabilities — at the rate of exchange in effect at the balance sheet date; 


Revenue and expenses (including amortization) - at average rates of exchange prevailing 
during the year. 


Exchange gains and losses arising from translation of the foreign currency financial statements 
are deferred and included as a separate component of shareholders’ equity. 


Earnings per Share 
Earnings per Class A and Class B share are calculated based on the weighted average number of 
shares outstanding during the year. 


Fully diluted earnings per Class A and Class B share reflect the dilutive impact of the exercise of 
options under the share option plan and contingent issue of shares related to business 
acquisitions, as if such events had occurred at the beginning of the year. 


Use of Estimates 

In preparing the Company's financial statements, management is required to make estimates and 
assumptions that affect the reported amounts of assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the period. Actual results 
could differ from these estimates. 


3. Acquisitions 


Effective July 1, 1998, the Company acquired 100% of the outstanding share capital of 
International Security Products, Inc. (Lori), a manufacturer of brass replacement cylinder and 
specialized locks, for cash consideration of $15,472 (US $10.6 million). 


Effective December 4, 1998, the Company acquired 80% of the business of Elzett Safety 
Technology Co. (Elzett), a manufacturer of locks, cylinders, keys and padlocks in Budapest, 
Hungary. The purchase price was settled for cash consideration of $4,398 (HUF 621.8 million). 


Effective December 17, 1998, the Company acquired the manufacturing assets of Productos 
Metalicos Alba S.A. de C.V. (Alba), a manufacturer of key blanks in Mexico. The purchase price 
was settled for cash consideration of $17,828 (US $11.4 million). 


Effective December 18, 1998, the Company acquired 100% of the shares of the Mauer Group 
(Mauer) in Germany, a manufacturer of safety deposit box locks, boltworks and _ speciality 
combination and coin operated locker locks. The purchase price was settled for cash 
consideration of $12,308 (DM 13.4 million) and the issue of 172,728 Class B subordinate voting 
shares with an attributed value of $6,111 (DM 6.7 million). 


There were various smaller acquisitions completed during the year for which the purchase price 
was settled for cash consideration of $893. 


tes to Consolidated Financial Statements 
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3. Acquisitions (cont'd) 


The acquisitions have been accounted for using the purchase method and the results of 
operations of these acquisitions have been included with those of the Company from their 
effective date of acquisition. 


The net assets acquired, at fair value, can be summarized as follows: 


Total Total 

Lori Elzett Alba Mauer Others 1999 1998 

Total assets De 0,379 $f 2iae ob e10223)" $27,088) $2976 $59,299" $ | 20,303 
Total liabilities (2,653) (2,510) (1,006) (10,878) (3,403) (20,450) (14,533) 
Non-controlling Interest — (616) — — — (616) — 
Goodwill 7,188 249 8,611 1,409 1,320 18,777 6,612 


Consideration Paid OS eA Sh aber) 8 etevds) 85 ARAM) SS 893 $ 57,010 $ 12,382 


Under the terms of the acquisition of la Société d'Etudes Electroniques (SF2E) in 1997, the initial 
purchase price was subject to an increase by a maximum of $2,427 (FF 10.5 million) if pre-defined 
levels of earnings were achieved for a period of two years after the acquisition. Any additional 
purchase consideration will be due on or before December 31, 1999, payable fifty percent in cash 
and fifty percent by the issue of Class B subordinate voting shares of the Company. Based on the 
current and anticipated results of SF2E, the full amount due has been recorded in the current year 
as additional goodwill. Fifty percent of the additional amount due has been classified as long-term 
debt, and fifty percent has been included in shareholders’ equity. 


4. Inventories 


1999 1998 
Raw materials $ 51,564 $ 52,411 
Work in process 22,549 18979 
Finished goods 45,755 39,207 


$ 119,868 $ 110,597 


(Thousands of Canadian Dollars) 


UNnICAN 


5. Property, Plant and Equipment 


Property, plant and equipment, particulars of which are as follows, are carried at cost except for 
one property which is carried at its 1979 appraised value: 


1999 1998 

Net Net 

Accumulated Carrying Carrying 

Cost Amortization Amount Amount 
i 
Land and buildings See ER, Byar $ 7,204 $ 84,323 $ 66,599 
Machinery and equipment 216,494 130,940 85,554 70,040 


$ 308,021 $ 138,144 $ 169,877 $- 136,639 


6. Other Assets 


1999 1998 

Net Net 

Accumulated Carrying Carrying 

Cost Amortization Amount Amount 

Patents $ 6,098 $ 21053 $ 4,045 $ 652 

Deferred pension (note 16) 2, WNC a= 2,790 1,964 

Deferred financing costs 564 88 476 538 

Deposits and other 2,803 —_— 2,803 Zoo 
Investments in and advances 

to investees 74 — 74 639 


S$ 12329 $ 2,141 $ 10,188 $ 6,650 


Patents include a royalty based on sales payable to the former owners of Lori for certain specific 
patents in the amount of $2,670 (US $1.8 million). 


Te Bank Indebtedness 


As at June 30, 1999, the Company had available various demand lines of credit of approximately 
$68,787 and had drawn $6,661 against these lines of credit. All of the lines of credit are 
unsecured, except for lines of credit totalling $1,528 which are secured by land and buildings with 
a cost of approximately $11,540 and a net carrying value of approximately $8,780. The lines bear 
interest at rates based on prime, LIBOR and RIBOR. The terms of the banking agreements, which 
are required to be renegotiated at various dates to June 30, 2000, contain certain restrictive 
covenants which, among other things, require the maintenance of a minimum tangible net worth, 
a minimum current ratio and a maximum total liabilities to tangible net worth ratio. 
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8. Long-Term Debt 


1999 1998 

Long-term loan due in varying instalments to December 31, 2010, 

bearing interest at 7.1% (US $30 million) (1998 — US $30 million) $ 43,890 $ 44,034 
Long-term loan due in varying instalments to September 30, 2004, 

bearing interest at 6.2% 16,600 19,300 
Long-term loan due in varying instalments to June 30, 2004, 

bearing interest at 5.9% (Italian Lira 7.3 billion) 

(1998 — Italian Lira 8.6 billion) 5,755 7a. 
Long-term loan due in varying instalments to June 30, 2004, 

bearing interest at 5.5% (FF 14.4 million) (1998 — FF 17 million) 3,328 4,138 
Long-term loan due in varying instalments to September 30, 2004, 

bearing interest at 5.9% (DM 4.6 million) (1998 —- DM 5.1 million) 3,566 AL VW 
Balance of purchase price on acquisition of the Silca Group based on 

operating performance, due in five annual instalments commencing 

in 2000 (Italian Lira 2.5 billion) (1998 — Italian Lira 2.5 billion) 1,958 DONE 
Balance of purchase price on acquisition of SF2E based on 

operating performance, due on or before December 31, 1999 

payable according to the terms described In note 3 

(FF 5.25 billion) 1,213 — 
Long-term mortgage loan due August 31, 2002, bearing interest 

at 5.5% (DM 4.2 million) (1998 — DM 4 million) 3,291 3,264 
Long-term loans, due in varying instalments to November 2005 

and January 2006 bearing interest at RIBOR 

(Italian Lira 11.9 billion) (1998 — Italian Lira 14.3 billion) 9,440 11,836 
Non-interest bearing loan, due in varying 

instalments from December 2000 to April 2009 1,285 1,285 
Balance of purchase price payable on acquisition of the Silca Group, 

due in six annual instalments commencing February 1999, bearing 

interest at LIBOR (Italian Lira 4 billion) (1998 — Italian Lira 5 billion) 3,132 4145 
7.4% loan, due in varying instalments to October 2009 

(FF 10.2 million) (1997 — FF 10.8 million) 2,362 2,620 
Various variable rate notes, pegged to market, due in varying 

instalments to October 2001 (FF 5 million) (1998 — FF 7 million) 1,155 1,704 
Variable rate note, due in varying instalments to 

October 2001 (FF 1.6 million) (1998 - FF 2.3 million) 371 548 
Various notes due from July 1999 to December 2007 bearing 

interest ranging from 2.5% to 6.2%(weighted average 5.9%) 

(Italian Lira 5.1 billion) (1998 - Italian Lira 5.5 billion) 4,085 4,535 
Interest free note to January 1, 2000 bearing interest 

at LIBOR thereafter, due December 2000 

(Italian Lira 3.5 billion) (1998 - Italian Lira 4.5 billion) 2,786 3,/26 
Long-term loans, due in varying instalments to May 2002 bearing 

interest ranging from 3.15% to 3.85% (Italian Lira 10 billion) 7,960 — 


1 ! UnIcAN 
(Thousands of Canadian Dollars) 
8. Long-Term Debt (cont'd) 
1999 1998 | 
Long-term loan, due in instalments to May 2012 ; 
bearing interest at 8.45% $ 2,171 §$ — 
Balance of purchase price payable on acquisition of an additional 
interest in Orion, due in two annual instalments commencing 
March 2000, non-interest bearing (Italian Lira 0.6 billion) 496 — 
Long-term loans, due in varying instalments to September 2008 
bearing interest ranging from 5.17% to 5.8% (DM 4.7 million) 3,702 — 
Long-term loan, due to a former shareholder of a 
German subsidiary and his family, bearing interest at rates 
varying from 5.5% to 6% (DM 2.4 million) 1,891 i 
Non-interest bearing loan, due in varying instalments to June 2017 2,670 — 
Long-term loan due on demand, payable to the controlling 
shareholder and his spouse, bearing interest at prime less 0.25% 3,000 _— 
Various fixed rate foreign currency notes (4.0% - 9.5%) 
due on varying dates to December 2006 856 988 
126,963 116,542 
Current portion 16,879 10,196 


$ 110,084 $ 106,346 


The aggregate amount of capital to be repaid in each of the next five years Is as follows: 


PAO OO errr ee ea ee err RN A trae rose aren suser fe ushdadyalindciorecocet $ ...16,879 
ZOO T ancsiewinneauieaes cos tence maui oeeehe citi cht ar Osea te eee mete eee ene 16,340 
ZOO casiincsins seaiyenetqeaden aitanettetuani tn anes e ete ce te eet ate enone ene e eee 14,741 
ZOOS csizcc nannies un 2altyetesee-eae eee ore ses sales erates ee ae Nee oe nee eee 9,890 
ZOOS: tic css gut crate tiehanentaar at aeriaath oe eer eae Ne eae gee ee 9,211 


As security for certain of its long-term debt totalling approximately $18,600, the Company has 
pledged certain of its assets with a net carrying amount of approximately $25,600. The terms of 
certain loan agreements require, amongst other things, the maintenance of minimum working 


capital, debt to equity and interest coverage ratios and restrictions on capital expenditures, 
investments and borrowings. 


During the year, the Company paid $96 in interest on the long-term loan to the controlling 
shareholder and his spouse. This transaction was measured at the exchange amount. 


9. Long-Term Service Leave 


Long-term service leave represents amounts required to be set aside under the laws of Italy and 
Australia for payment to employees upon termination. 
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10. Contingency and Commitment 


Legal proceedings of approximately $1,100 (FF 4.6 million) have been instituted against a 
subsidiary by 11 former employees for alleged wrongful dismissal. As at June 30, 1999, the 
Company had recorded a provision of $228 (FF 1 million) representing the court awarded amount 
relating to this claim. All 11 employees filed an appeal against this judgement and the appeal will 
be heard in 2001. The outcome of this appeal is not determinable. It is the opinion of management 
that the appeal will not be successful and that this claim will not have a further material impact 
on the financial position of the Company. 


In addition, SILCA S.p.A., a wholly-owned subsidiary of the Company, has agreed to purchase the 
remaining 20% of the shares of its currently 80% owned subsidiary Elzett Safety Technology Co., 
for a maximum consideration of $1 million provided these shares can be delivered on or prior to 
December 31, 2000. 


11. Capital Stock 
1999 1998 


Authorized — 


Unlimited Class A voting shares without par value 
Unlimited Class B subordinate voting shares without par value 


Class A voting shares are entitled to ten votes per share and the 
Class B subordinate voting shares are entitled to one vote per share 


Class A voting shares are convertible, at the option of the holder, 
to an equivalent number of Class B subordinate voting shares 


Class B subordinate voting shares have certain rights whereby, 
under certain conditions, they are deemed to be converted to 
Class A voting shares 


Class B subordinate voting shares are entitled to dividends equal to 
120% of the dividends paid on the Class A voting shares 


Issued — 
5,229,353 (1998 - 5,398,398) Class A voting shares $ 2,065 $ 2,132 
15,694,886 (1998 - 15,242,113) Class B subordinate voting shares 120,730 NSH 
$ 122,795 $ 115,743 


The change in Class A and Class B shares outstanding during the year is summarized as follows: 
169,045 Class A voting shares were converted into 169,045 Class B subordinate voting shares. 


172,728 Class B shares were issued with a value of $6,111 as partial consideration for the 
acquisition of Mauer, as described in note 3. 


111,000 Class B shares were issued with a value of $941 on exercise of stock options (see below). 


On March 20, 1990, the Company established a stock option plan pursuant to which certain 
employees, executives and directors of the Company may be granted options to purchase in 
aggregate up to a maximum of 10% of the outstanding Class B subordinate voting shares of 
the Company. No option may be exercised during the first two years after the date of issue 
and thereafter, the employees, executives and directors may exercise 20% of their 
entitlement in each of the third and fourth years of the stock option plan with the balance 
exercisable at any time thereafter. 


UNnICAN 


(Thousands of Canadian Dollars) 


11. Capital Stock (cont'd) 


On December 11, 1997, the Company established a second stock option plan pursuant to which 
certain employees, executives and directors of the Company may be granted options to purchase 
in aggregate up to a maximum of 1,500,000 Class B subordinate voting shares of the Company. 
No option may be exercised during the first year after the date of issue and thereafter, the 
employees, executives and directors may exercise 20% of their entitlement in each of the 
second, third and fourth years of the stock option plan with the balance exercisable at any time 
thereafter. The maximum term for these options is ten years. 


The change in options outstanding during the year is summarized as follows: 


Average 

Number exercise 

of options price 

Balance — beginning of year 1145160" $928.91 
Issued 65,000 34.43 
Exercised (111,000) 8.48 
Cancelled (342,500) -- 
Balance — end of year 756,660 $ 30.04 


12. Financial Instruments 


Credit Risk 

The Company, in the normal course of business, monitors the financial condition of its customers 
and reviews the credit history of each new customer. The Company does not have a significant 
exposure to any individual customer or counter party. The Company establishes an allowance for 
doubtful accounts that corresponds to the credit risk of its specific customers, historical trends 
and economic circumstances. 


The Company believes that the product diversity as well as the geographical diversity of its 
customer base serves to reduce the impact of abrupt fluctuations in local markets and thus 
reduces its credit risk. 


The Company does not believe that it is exposed to an unusual level of customer credit risk. 


The Company's cash is subject to potential credit risk. The Company's cash management and 
investment policies restrict investments to low risk, highly liquid securities and the Company 


performs periodic evaluations of the relative credit standing of the financial institutions with which 
it conducts business. 


Interest Rate Management 

The Company has entered into interest rate swap agreements with a financial institution in order 
to fix the interest rate on $29,249 of long-term debt at 6.0% (1998 - $34,680 at 6%) for the seven 
year term of this debt, which expires in September 2004. The Company manages its interest rate 
risk in dealing only with financially sound counterparts and accordingly, does not anticipate loss 
for non-performance. 


Fair Value 
Cash, accounts receivable, bank indebtedness and accounts payable and accrued liabilities are all 
short-term in nature and as such their carrying values approximate fair value. 


The fair value of long-term debt approximates carrying value, based upon discounted future cash 
flows using current market rates for similar debts. 
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13. Currency Translation Adjustment 


1999 1998 
Balance — beginning of year $ 295 $ (1,477) 
Translation adjustment 1,951 1,7W2Z 
Balance — end of year $ 2,246 $ 295 


14. Reorganization Expenses 


Following the acquisition of the Mauer Group in Germany, the Company proceeded with the 
rationalization of its other existing German safe lock subsidiary, Kromer, reducing its workforce by 
approximately 65 people. The costs associated with this rationalization, consisting primarily of 
retirement and severance, amounted to $5,030 (DM 5.5 million). 


Earnings per share before reorganization expenses amount to $1.47 per share (1998 - $1.18 per share). 


15. Income Taxes 


The provision for income taxes differs from the amount computed by applying the statutory 
Canadian and Quebec income tax rates to earnings before income taxes. The reasons for these 
differences and their tax effects are as follows: 


1999 1998 
Statutory Canadian and Quebec tax rate 38.0% 38.0% 
Provision for income taxes at the statutory rates $ 17,788 $ 14,129 
Losses of certain subsidiaries that cannot be deducted against 
income of other subsidiaries and the parent company 2,079 1,296 
Non-deductible expenses 728 BS7/ 
Recognition of previously unrecognized income tax benefits (994) (860) 
Amortization not deductible for income tax purposes 986 300 
Foreign tax rate differences and other 788 (849) 
$ 21,375 $ 14,353 
45.7% 38.6% 


Taxes on income earned by subsidiaries in various countries have been accrued and are being paid 
in accordance with the laws of each country. As it is not anticipated that the Company will liquidate 
undistributed earnings of subsidiary companies, no provisions have been made for withholding and 
income taxes on such dividends which may be paid in the future by subsidiary companies. 


As at June 30, 1999, there were tax losses of certain subsidiaries of approximately $5,660 that 
may be applied against earnings of future years of those subsidiaries not later than 2008. In 
addition, there were tax losses of certain subsidiaries of approximately $9,860 that may be 
applied against earnings of future years of those subsidiaries with no expiry date. The possible 
income tax benefits of these losses have not been recognized in the accounts of the Company. 


16. Pensions 


As at June 30, 1999, the present value of the accrued pension benefits was $22,981 and the net 
assets available, at market value, to provide these benefits was $28,565. The difference between 
the amount included in earnings and contributions made, which amounts to $2,790 on a 
cumulative basis, has been reflected in the balance sheet as “deferred pension” and is included 
in other assets. There were no contributions made during the current year. 
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17. Segmented information 


The Company has four reportable segments, based on its internal management structure: 
Canada, USA, Europe and International. Each segment is managed by an individual that reports 
directly to the Chairman of the Board and Chief Executive Officer. 


The Canada segment produces electronic access control and automated check-in products for the 
hospitality and commercial markets, as well as a broad line of contract die casting and 
electroplated products, used in the Company's access control products, as well as in the 
commercial and furniture hardware markets. The USA segment produces key blanks and key 
cutting equipment for the original equipment manufacturer and replacement markets and markets 
mechanical and electronic push-button locks. The Europe segment produces key blanks and key 
cutting equipment for the original equipment manufacturer and replacement markets, as well as 
safe and vault locks for the commercial and residential markets. In addition, the Europe segment 
distributes the access control products of the Canada and USA segments. Finally, the 
International segment produces key blanks and key cutting equipment and distributes the access 
control, key blanks, key cutting equipment and safe and vault locks from the three previous 
segments to Mexico, Australia and South America. 


The accounting policies of the segments are the same as those described in the summary of 
significant accounting policies in note 2. The Company evaluates performance based on operating 
profit before amortization of goodwill and deferred costs, foreign exchange gains and losses, 
nonrecurring gains and losses, interest and taxes. 


The results of the Company’s reportable segments are as follows: 


1999 
Canada (1) USA Europe International — All Others Total 

Net trade sales $ 102,447 $ 211,873 $ 143,415 $ 19,788 $ —  $ 477,523 
Total inter-segment sales 9,679 9,602 4,460 — — 23,741 
Amortization of capital 

assets and goodwill 5,124 9,287 8,310 306 104 23,131 
Operating profit 4,830 44,844 17,937 1,149 (4,661) 64,099 
Other significant non-cash items: 

Deferred income taxes 661 (312) (623) 825 220 771 

Deferred pension gain (826) — _ —_ -—— (826) 
Total assets 199,166 167,819 216,027 28,072 418,702 1,029,786 
Expenditures: Capital assets 

and goodwill 11,978 19,470 8,315 1,271 28 41,062 


(1) Canada includes SF2E, which is based in France and produces electronic check-in products as this business and the 
Canadian businesses are managed as one unit. 
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17. Segmented Information (cont'd) 


1998 
Canada (1) USA Europe International All Others Total 

Net trade sales $91,421 9S 173452 $123,445 $9 12043 $ — $ 400,362 
Total inter-segment sales 9,928 13,698 Bee) — a 26,953 
Amortization of capital 

assets and goodwill 4197 6,757 6,892 157 = 18,003 
Operating profit 1,588 33,627 16,614 125 (4,950) 47,364 
Other significant non-cash items: 

Deferred income taxes 479 289 721 (122) 125 1,492 

Deferred pension gain (670) — — == = (670) 
Total assets 195,780 154,579 182,310 11,270 400,444 944 383 
Expenditures: Capital assets 

assets and goodwill 7,089 6,854 8,076 321 223 22,563 


(1) Canada includes SF2E, which is based in France and produces electronic check-in products as this business and the 
Canadian businesses are managed as one unit. 


1999 1998 
Operating Profit 
Total profit for reportable segments $ 68,760 $ 51,954 
Other losses (4,661) (4,590) 
Elimination of inter-segment profits 401 79 
Unallocated amortization of fair value increments (1,902) (465) 
62,598 46,978 
Amortization of goodwill and other assets (3,354) (2,400) 
Other non-operating income 648 231 
Interest on long-term debt (7,226) (4,877) 
Other interest (823) (2,770) 
Earnings Before Income Taxes, Non-Controlling 
Interest and Reorganization Expenses $ 51,843 $ 37,162 
Assets 
Total assets for reportable segments $ 611,084 $ 543,939 
Other assets 418,702 400,444 
Elimination of inter-segment receivables (236,670) (269,846) 
Elimination of investment in subsidiary companies (365,613) (287,805) 
Goodwill not allocated to segments 54,585 51,345 
Other unallocated amounts 26,038 (144) 


Total Assets $ 508,126 $ 437,933 
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17. Segmented Information (cont'd) 


Geographical Information 
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Sales by country of destination are as follows: 
Canada 
USA 
France 
Italy 
Other 


$ 34,369 $ 25,666 
249,845 21a OF 
34,711 29,602 
34,457 29,022 
124,141 100,465 


$ 477,523 $ 400,362 


es 


1999 1998 


a 


Capital assets and goodwill are as follows: 
Canada 
USA 
France 
Italy 
Other 


$ 33,934 $ 23,882 


57,852 46,014 
4,610 Oo 219 
34,605 40,201 
117,136 18,195 


$ 248,137 $ 193,511 


18. Uncertainty Due to the Year 2000 Issue. 


The Year 2000 issue arises because many computerized systems use two digits rather than four 
to identify a year. Date sensitive systems may not recognize the year 2000 as such, thereby 
resulting in errors when information using year 2000 dates is processed. In addition, similar 
problems may arise in some systems that use certain dates in 1999 to represent something other 
than a date. The effects of the Year 2000 issue may be experienced before, on, or after January 
1, 2000, and, if not fully addressed, the impact on operations and financial reporting may range 
from minor errors to significant systems failure that could affect an entity’s ability to conduct 
business operations. It is not possible to be certain that all aspects of the Year 2000 issue 
affecting the Company, including those relating to efforts of customers, suppliers, or other third 
parties, will be fully resolved. 


19. Comparative Figures 


Certain reclassifications of 1998 amounts have been made to facilitate comparison with the 
current year. 
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